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CHAPTER 1
| NTRODUCTI ON  AND SUMVARY OF EARNI NGS5

1.1 California American Water Conpany (Cal - Anm
serves approximately 20,500 (primarily residential)
custonmers in its Coronado District. The district serves the
Cities of Coronado and | nperial Beach, a portion of the Gty
of San Diego |lying south of San Diego bay, and a small area
of South Chula Vista; all in the County of San D ego.

1.2 The |l ast increase in rates granted Cal - Am was
aut hori zed by Deci sion 95-12-041.

1.3 Cal-Am filed Application 04-03-023 on March 18,
2004, requesting authorization to increase revenues over
present rates by $352,900 or 2.86%in Test Year 2005,
decrease revenues by $43,100 or 0.34%in Test Year 2006 and
$28,400 or 0.22%in Attrition Year 2007. Cal - Am request ed
a return on equity of 10.50% for each year, which results in
a return on ratebase of 7.85% 8.07% 8.24% respectively,
for the years 2005-2007 after considering its cost of debt.

1.4 This report incorporates the figures of
wei ghted |l ong-term debt and rate of return froma separate
ORA report entitled "Water and Legi sl ative Branch's Report
on the Cost of Capital of California Anerican Water
Conpany, " dated July 2004.

1.5 Cal -Am's Report on the Results of Operations
dated March 2004 contains a description of its corporate
hi story and present operations. For ORA s purpose, the
materials contained in that report will not be duplicated.

1.6 Tables A-1 and A-2 set forth ORA's and Cal - A s
estimates for the Summary of Earnings at present, proposed,
and recommended rates for Test Years 2005 and 2006. The
tabl es al so show the differences in dollars and percent. 1In



conpliance wth D.89-11-058, the present revenue for the
second test year has been cal cul ated by using flowthrough
treatnent based on the utility s proposed rates for the
first test year. All Tables are located at the end of this
report.

ORA' s Recommendati on

1.7 Upon investigation, ORA recommends a decrease
in revenue of $80,400 in Test Year 2005 or 0.65% a decrease
of $7,400 or 0.06%in 2006, and an decrease of $32,900 or
0.27%in Attrition Year 2007. This translates into a net
overal| decrease of 0.78% ORA recommends that the tariff
be adjusted only once in 2005 to reflect these changes.

1.8 Conpared to Cal-Ams application, ORA s
reconmendation for increases are based on its:

. Lower estimtes of Operation, Mintenance,
and Adm ni stration expenses (Chapters 4
and 5),

. Lower estimates of additions to Pl ant
(Chapter 7),

. Lower Rat ebase (Chapter 9), and

. Lower Cost of Capital (Separate Report).

1.9 I n addi tion, ORA recomends that the

Comm ssi on adopt a 15% di scount for qualifying | owincone
custoners.



CHAPTER 2
CUSTOVERS AND CONSUMPTI ON

2.1 ORA and Cal -Am agree in their estimates for
Test Years 2005 and 2006 of Average Consunption per Custoner
and the estinmates of the Average Services.

Consunpti on

2.2 For Test Year 2005 and 2006, Cal - Am esti mated
an average consunption of water per year for each
Resi dential customer of 150.3 hundred cubic feet (Ccf) in
Coronado District. ORA believes these estimtes are
reasonable. They represent the results of a regression
anal ysis using 30 years of weather data and 10 years of
recorded consunption. This is the standard nethod that the
Commi ssion approved in D.04-06-018, its rate case plan for
Class A water utilities.

2.3 For the other classes of service, Commercial,
Public Authority, and Industrial, Cal-Amalso based its
estimate on five years of recorded consunption. ORA
bel i eves these results are reasonable as well.

Unaccount ed \Wat er

2.4 For unaccounted water, Cal-Amrequests 0.54%
based on recorded figures of previous five years. ORA
accepts this figure inasnmuch as it reflects actual data
derived froma conpari son of water purchases and netered
sal es.

Cust oner s

2.5 Cal - Am esti mates an annual increase in service
connections by applying the average growmh in connections to
aver age nunber of custoners for each year. The estimted
grom h i s based on averages from 1999 t hrough 2003. ORA



beli eves that these estinates, which are based on actual
i ncreases, are reasonabl e.



CHAPTER 3
OPERATI NG REVENUES

3.1 This chapter provides ORA's anal ysis and
recommendat i ons of operating revenues for test years 2005
and 2006.

3.2 For Test Years 2005 and 2006, ORA and Cal - Am
concur in their forecasts of revenue because they concur in
their estinmates of consunption and grow h of custoners, as
described in Chapter 2, Customers and Consunption

3.3 ORA includes an estinmate of $1,300 per year in
addi tional O her Revenue due to ORA concurring in Cal-Ans
request to increase the charge for reconnecting service as
described in Chapter 11.

3.4 In conpliance with D.89-11-058, the present
revenue for the second Test Year 2006 has been cal cul at ed
based on the proposed rates for the first Test Year 2005.



CHAPTER 4
OPERATI ON AND NMAI NTENANCE

4.1 This chapter sets forth the anal yses and
recomendati ons by ORA for Qperation and Mai ntenance. ORA
reviewed Cal -Am s application, analyzed its work papers,
performed a field trip, and anal yzed responses fromwitten
data requests and verbal requests to develop its independent
estimates. Tables F-1 and F-2 show ORA's and Cal - Ani s
estimates.

4.2 The escal ation factors used by ORA are those
recommended by the Energy Rate Design and Econom c Branch,
dated April 2004 as shown in Attachnment A, whereas, Cal Am
used Decenber 2003.

4.3 ORA and Cal Amused the sane five years
escal ati on adj usted average and escal ated t he adj usted
average to the Test Years for estimating nost of the
expenses in this application.

Payr ol |

4.4 ORA's and Cal-Am s estimates of payroll for
Test Year 2004 are $1, 948,400 and $2,014, 200 for Test Year
2005. ORA reviewed the payroll account and Cal - Anis
contract with Utility Workers Union of America and found
that Cal-Ams estimate for payroll expenses are reasonabl e.

O her Expenses

4.3 The differences between ORA's and Cal - Ani s
estimates of ot her expense categories are explained in the
fol |l ow ng paragraphs.

Storage Facilities Expense

4.4 ORA's estimates of storage facilities expense



for Test Year 2005 is $8,855 and $9,519 for Test Year 2006,
whereas Cal -Am s estimates are $9,270 and $9,555. In
reviewi ng the sub-account, M scell aneous Operating

Transm ssion and Di stribution Storage account, ORA
elimnated in its averaging a non-recurring expense of
$4,600 for weed abatenent at tank site, which yields a
normal expense of $1,000. ORA' s estimate is based on the
average amounts recorded for this account in the past five
years, excluding one time non-recurring expense, increased
by ORA's factors of inflation. Cal-Ans estimtes are based
on the average of past five years. ORA's estinmates are nore
reliable by excluding the non-recurring expense.

Transm ssion and Distribution (T & D) Lines

4.5 ORA's estimates of T & D Lines expense for
test year 2005 is $153 and $165 for test year 2006, whereas
Cal -Am s estimates are $1,521 and $1,562. The difference is
mai nly due to ORA's elimnation of bee renoval expenses.
ORA consi ders bee renmoval as unusual event and is not |ikely
to occur annually in the future. ORA s estimate is based on
t he average amount recorded for this account in the nost
recent four years, excluding bee renoval expense, increased
by ORA's factors of inflation. Cal-Ans estimtes are based
on the average of past five years for this account. ORA'Ss
estimates are nore reliable for the reasons stated above.

T & D Meters

4.5 ORA' s estimates of T & D Meters for test year
2005 are $452 and $488 for test year 2006. Cal-Ans
estimates are $1,055 and $1,083. Cal-Anis estimate are
based on the average anount of $3,073, $333, $126, $236,
$934 recorded from 1999 to 2003, whereas ORA's estimates are
based on the average of the nost recent four years,
excl uding the recorded amount from 1999, for which Cal - Am



could not justify the high amount. By elimnating the data
from 1999, ORA's nethod provides a nore reliable estimte of
future expenses because the | ast four years are nore

i ndi cative of the nobst recent trend.

T & D- Custonmer Install ation

4.6 ORA's estimates of T & D Custoner Installation
for test year 2005 are $1, 747 and $1,885 for test year 2006,
whereas Cal -Am s estinmates are $3,114 and $3,198. Cal-Anis
estimates are based on the average anount of $4,926, $4, 897,
$1, 301, $2,370,and $1, 134 recorded from 1999 to 2003. OCRA
obtained its estimtes by averaging the |ast three years of
recorded data and escalated the results with its inflation
factors. ORA used data fromthe |last three years because it
believes they are nore indicative of the nost recent trend
for this account.

T & D Mains

4.7 ORA's estimates of T & D nains for test year
2005 are $18,760 and $20, 242 for test year 2006, whereas
Cal -Ami s estimates are $22,502 and $23,146. Cal-Anis
estimates are based on the average anount of $27, 439,
$31, 457, $22,469, $18,901, $10, 105 recorded from 1999 to
2003. ORA obtained its estimtes by averaging the recorded
data for last three years and escalated the results with its
inflation factors. ORA's nethod is nore indicative of the
nost recent trend for this account.

T & D Hydrants

4.8 ORA's estimates of T & D Hydrants for test year
2005 are $1,243 and $1,341 for test year 2006, whereas Cal -
Am's estimates are $2,194 and $2,252. Cal-Am s estimtes
are based on the average anount of $3,890, $3,162, $1,534,
$1739, $135 recorded from 1999 to 2003, whereas ORA's
estimates are based on the average of |ast three years,



excl uding the recorded anmount from 1999 and 2000, escal ated
by its inflation factors. By elimnating the data from 1999
and 2000, ORA's nethod provides a nore reliable estinate of
future expenses because of the reduction in the variations
of the data by elimnating non-typical data. ORA' s nethod
is also nore indicative of the nost recent trend for this
account .

Cust oner Accounts--Uncoll ecti bl es

4.9 ORA' s estimates of Custoner Accounts-
Uncol l ectibles are $39,754 for test year 2005 and $40, 942
for test year 2006, whereas Cal-Am s estinmates are $42,522
and $42,424. The main difference between ORA and Cal-Am's
results are attributable to the cal cul ation of uncollectible
percentage. Cal-Am cal cul ated the uncoll ectible percentage
by using inflation adjusted expense divided by inflation
adj usted revenue for each year from 1999 to 2003 and the
average of these years, calculated to be 0.3353% are used
as the uncollectible percentages for test years 2005 and
2006. By contrast, ORA Enploys the sane nethodol ogy except
uses non-inflated revenue and expenses in calculating the
uncol | ecti bl e percentage. This nmethod provides a result of
0.3218% ORA' s result should be adopted, as it is the
per cent age of uncollectibles based on actual experience.



CHAPTER 5
ADM NI STRATI VE AND GENERAL

5.1 This chapter sets forth the anal yses and
recomrendati ons of ORA for Adm nistrative and Ceneral
Expenses (A& . ORA reviewed Cal-Anm s application, analyzed
Cal -Am's work papers, nmade field trip observations, and
revi ewed responses fromwitten data requests and ver bal
requests to develop its independent estinates.

5.2 The escal ation used by ORA is that recomrended
by the Energy Rate Design and Econom ¢ Branch as shown in
Attachment A

Payr ol |

ORA' s discussion of Payroll in Chapter 4 also applies to
| abor rel ated expenses in Adm nistrative and Ceneral .

O her Expenses

5.3 The differences between ORA's and Cal - Anmi s
estimates of other expense categories are explained in the
fol | ow ng paragraphs

Regul at ory Conm ssi on Expense

5.4 ORA' s estimate of Regul atory Comm ssi on Expense
is $64,301 for Test Year 2005 and $62,914 for 2006, whereas
Cal -Amis estimate is $70,131 for test year 2005 and $68, 744
for test year 2006. ORA' s estimate is based on foll ow ng
adjustnment to the total regulatory expense for the four
districts: (a) reduction of public neeting fromfour to
three due to cancellation of the Public Participation
Hearing in Coronado, (b) an error corrected by ORA on
Conpany Personnel Expense from $163, 246 to $81,308. ORA's
estimates shoul d be adopted as they reflected the actual
experi ence.
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M scel | aneous CGeneral Expenses

5.5 ORA's estimate of M scel |l aneous General
Expenses for Test Year 2005 is $150,605 and $176, 902 for
2006, whereas Cal-Am s estimtes are $175, 653 and $194, 459.
ORA' s estimates are based on follow ng adjustnent nmade to
this account: first: ORA uses the | atest recorded expense
from 2003, inflated by its inflation factors, to calculate
t he expense for sub-account 520100. 16, Mterials and
Suppl i es Qperations A&G and, and obtai ned $19,046 for test
year 2005 and $20, 551 for 2006; whereas Cal -Anis estinates
are based on the average anount of $61, 765, $58, 796,
$49, 938, $25,265, $17,460 recorded from 1999 to 2003,
inflated by its inflation factors. ORA result is nore
reasonabl e as expense in this account indicates a decreasing
trend.

5.6 For the second adjustnent, ORA estinates the
sub-accounts of enpl oyee expenses, travel and neals based on
the average total of these accounts recorded for the |ast
three years, inflated by its inflation factors; whereas Cal -
Amis based on the average of five years. The total
recorded expenses for these sub-accounts are $7,651, $8, 192,
$1,628, $1,988, and $2,458 for 1999 through 2003. By
elimnating the data from 1999 and 2000, ORA's net hod
provides a nore reliable estinmate of future expenses based
on the nost recent trend of the |last three years.

- 11 -



CHAPTER 6

BALANCI NG AND MEMORANDUM ACCOUNTS

6.1 In its application, Cal-Amrequests authority
to establish two new nmenorandum accounts to accunul ate
certain expenses for |ater recovery through rates. The
pur pose of such accounts would be to avoid the well -
establ i shed prohibition of retroactive ratenmaking. One such
menor andum account woul d be for the expense of a pilot study
to identify new sources of supply and the other account
woul d be to recover previously unbilled charges for water
purchased fromthe City of San Diego. This chapter
di scusses those requests.

Study of Alternate Sources of Supply

6.2 Cal -Am states that when and if it participates
in any study for securing additional supplies for its
Col orado District service area, it desires to record those
expenses in a nmenorandum account .

6.3 Currently, Cal-Am purchases all water for the
Coronado District fromthe Cty of San D ego. By
establ i shing a nmenorandum account, Cal-Am coul d segregate
expenses it incurs to explore and devel op alternate sources
such as desalination or other treatnment options.

6. 4 I n D. 02-08-054, the Commi ssion stated that
menor andum accounts are appropriate when the foll ow ng
condi tions exist:

a. The expense is caused by an event of an
exceptional nature that is not under the utility's control

b. The expense cannot have been reasonably
foreseen in the utility's last GRC and will occur before the
utility's next schedul ed rate case;

- 12 -



C. The expense is of a substantial nature in the
anount of noney invol ved; and

d. The ratepayers will benefit by the nmenorandum
account treatment.

6.5 Appl yi ng the above conditions to Cal-Anis
request, ORA finds that Cal-Amclearly fails to neet
conditions b) and c).

6.6 Under condition b), the expense for this
project were foreseen by Cal-Amduring the last GRC in 1995
and it anticipated it would occur before the current Cal-Am
GRC. In Cal-Ams Conprehensive Planning Study prepared in
June 2000, this project was proposed in the anmount of
$225, 000 toward participating in feasibility studi es and/or
initiating the devel opnent of reliable source of supply
alternatives. However, as of today, Cal-Am has yet to incur
any cost associated with this project.

6.7 Cal-Am also fails to neet condition c) as the
expense for this project is not of substantial nature based
on D. 02-08-054, wherein the Conmm ssion granted California
Wat er Service Conpany (Cal Water) the perm ssion to
establ i sh a nmenorandum account to track the cost associ ated
with treating its contamnated wells in the Salinas
District.

6.8 In that decision, Cal Water would incur
$611, 000 in expenses in the treatnment of its contam nated
wel l's. Based on Cal-Water's expected 2002 QOperating
Revenues of $10,913,600 for the Salinas District, the
expense incurred for the project was 5.6% of the total
operating revenue. Thus, the expenses were considered
substanti al .

6.9 In contrast to Cal Water, Cal-Ams estimated
cost of $225,000 for this Alternative Source of Supply

- 13 -



| nvestigation is only 2% of its 2003 operating revenues of
$12,474,778. Consistent with D. 02-08-054, this anount is
not substantial and ORA recommends, therefore, that this
request be disall owed based on above reasons.

| ncreased Purchased Water Expense

6. 10 Cal -Amrequests that it be given authority to
establish a nmenorandum account to identify and recover
i ncreased purchased wat er expense that may result if the
meters neasuring purchased water are tested and billing
adj ust mrent s becone necessary.

6. 11 The neters through which Cal - Amrecei ves water
have not been tested for several years. |f these neters are
tested, adjusted, or replaced to nore accurately neasure the
anount of water purchased, expenses nay increase.

6.12 Bef ore applying the principles for establishing
a menorandum account as set forth in D.02-08-054, ORA notes
that Cal-Amcurrently is maintaining a bal ancing account for
purchased water. In that account, when the price of water
differs fromthe unit cost the Comm ssion adopts in a
general rate case, the difference and the quantity purchased
is recorded in the balancing account. Any action on the
part of the Gty of San Diego that affects either the price
or the anmount purchased should be recorded in the bal anci ng
account. For that reason, therefore, Cal-Am needs no new
menor andum account when its bal ancing account will serve the
sane purpose.

6.13 In addition, Cal-Ams request fails to neet the
criteria for establishing new menorandum accounts set forth
in D 02-08-054 inasnuch as testing of neters has not been
performed, and Cal-Amis unable to provide any accurate
estimate of the anobunt of the expected increase or any
estimate as to when any back billing would occur. ORA
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recommends, therefore that this request be deni ed.
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CHAPTER 7
PLANT

7.1 This chapter sets forth the anal yses and
recommendati ons of ORA regarding plant. Tables J-1 and J-2
show ORA's and Cal -Anis estimates of plant for the Test
Years 2005 and 2006. ORA conducted inspections of Cal-Ams
system reviewed its application, and annual reports filed
with the Commission to forma basis nmaking its estinmates.
ORA estimates of average Plant are $20, 534,800 for Test Year
2005 and $20, 989, 300 for 2006, whereas Cal - Am requested
$20, 592,700 in Test Year 2005 and $20, 858,400 in 2006. The
followng is a discussion of ORA findings and basis for its
recomendat i ons.

Sal e of Land

7.2 ORA discovered that a parcel of land and a tank
situated on it owned by Cal -Am since 1966 was reclassified
to non-operating property in 1982. This property was sold
in June 2000, for $1,800,000 with a net gain on the sale of
$1, 755,469. Cal-Amestimates the value of |and and
i nprovenents in 1982 at the tinme of the transfer was
$181, 870.

7.3 I n accordance with any reasonabl e
interpretation of Section 790 of the Public Uilities Code,
ORA recommends that only the gain in value since the tine
the property becane no | onger used and useful should be
included in ratebase, not the full gain. The gain in value
while the plant was in use serving ratepayers was $147, 151,
which is based on its estimated value at the tine it was
decl ared un-useful ($181,870) and the book value at the sane
time ($34,719). This anmount represents the increase in
val ue while the property was in ratebase, and accordingly
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t he ratepayers should benefit fromthe gain during that
period. The appropriate way to recogni ze that gain at this
time would be to credit $147,151 to Contributions, as ORA
recomrends.

Construct Building at Third and Calla Street

7.4 Cal-Amrequests $150,000 in Test Year 2005 to
build a storage building at Third and Calla Street. It has
fail ed, however, to provide any substantiation that this
proj ect can be conpleted by 2005.

7.5 During a field trip to the area, ORA discovered
that for this project a permt is required fromthe
California Coastal Comm ssion, which would require two years
to process. Gven that Cal-Am has yet to file such an
application to the Coastal Conmm ssion, ORA reconmends
aut horization for this project be withheld at this tine.

Install 530 feet of 8-inch Main in Pal m Avenue

7.6 Cal-Amrequests $150,000 for Test Year 2005 to
build this project. Cal-Amclains that this project wll
serve to elimnate margi nal pressure deficiencies within
certain portions of Montgonery Tank Zone and Piccard Zone.
Upon i nvestigation, ORA discovered that the current
pressures within these zones is within the requirenents of
General Order 103, the Conmi ssion's standards for the design
and construction of water utilities. The current pressure
in these zones is also sufficient to nmeet the existing
demand, as there have not been any custonmer conplaints in
the past two years relating to pressure. ORA recommends,
therefore, that the Comm ssion w thhold authorizing any
al l omance for this project.

Additions to Plant in Test Year 2006

7.7 Cal-Amfailed to request any funds for
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additions to Plant for Test Year 2006. Cal-Amresponds that
it made no request because it will use $600, 000 of
internally generated funds to fund any needed additions. In
spite of its response to inquiries, Cal-Am should be
authorized only the ratebase it requested inits
application. The source of funds for inprovenents should
have no effect on its requested ratebase.

7.8 To maintain the ratebase neutrality Cal-Am
request ed, ORA recommends show ng these additions in Plant
but including the sane anount in Contributions.
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CHAPTER 8
DEPRECI ATI ON

8.1 Tables A-1 and A-2 show ORA's and Cal - An s
estimates of Depreciation and Tables K-1 and K-2 show t he
wei ght ed- average Accunul ated Depreciation and Anorti zation
for Test Years 2005 and 2006. The differences in ORA's and
Cal -Ams estinmates of depreciation are due to the
differences in net plant additions, which are discussed in
Chapter 7, Plant.

8.2 ORA recomrends Depreci ati on expense of
$524, 100 in Test Year 2005 and $527,500 in Test Year 2006,
whereas Cal -Am s estimates are $525,300 and $529, 800 for
2005 and 2006.
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CHAPTER 9
RATEBASE

9.1 Tables L-1 and L-2 conpare ORA's and Cal -Am s
estimates of Ratebase. ORA' s estinates are $9, 845,900 for
Test Year 2005 and $9, 610, 600 for Test Year 2006, whereas
Cal - Am estimates are $10, 234,000 for Test Year 2005 and
$10, 314, 600 for Test Year 2006. The differences are due to
different estimates of Plant, Contributions, and WrKking
Cash. Additions to Plant and Depreciation are discussed in
Chapters 7 and 8.

Wor ki ng Cash

9.2 Cal Amis estimate for working cash in Test Year
2005 is $1,127,200 and $1,171,900 in 2006, whereas ORA's
estimate is $959, 400 for 2005 and $913,800 for 2006. The
differences are attributable to the cal cul ation of |ead-Iag
days for: 1) Revenue, 2) Purchased Water, 3) Federal and
State I ncone Taxes, 4) Ad Val orem Taxes, 5) PUC Surcharge,
6) Custonmer Deposits, and 6) Anortization of Deferred Taxes.

Revenue
9.3 Cal - Am assuned that 100% of its custoner
billing is rendered bi-nonthly, whereas 10%is actually on a

nmonthly basis. ORA has nmade this adjustnent in its
cal cul ati ons.

Pur chased Wt er

9.4 In calculating the days of |ead and |ag, Cal-Am
assunmed equal armounts of purchases fromeach of two
suppliers, whereas ORA used the wei ghted average for the
pur chases of each supplier.
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Federal and State | ncone Tax

9.5 ORA corrected an error Cal-Am made in the
nunber of days between the paynent quarters and paynent
dat es.

Ad Val orum Taxes

9.6 Cal - Am erroneously included Ad Val orum Taxes in
the lead-1ag portion as well as the Qperational Cash portion
of its request. ORA corrects this m stake by show ng the
anount only in the |lead-1ag portion.

PUC Sur char ge

9.7 Cal - Am assuned that its PUC Surcharge
coll ections woul d be deposited April 15, whereas the
remttances were received on April 19, 2004. ORA assunes
this pattern will prevail for the Test Year, also.

Cust oner Deposits

9.8 Cal - Am refunds the customer deposits after
custoners have established credit with the utility. ORA has
recogni zed that the advance paynent by the custoners is a
reduction in the Operational Wrking Cash requirenents.

Anmortization of Deferred Taxes

9.9 Cal - Am cal cul ates the anpbunt for Anortization
of Deferred Tax to be $119, 200 for 2005, and $0 for 2006.
ORA cal cul ates $-118,100 for 2005 and $-59, 500 for 2006.
These shoul d be negative nunber because Cal - Am custoners
fund this expense through ACRS/ MACRS ( Modified Accel erated
Cost Recovery System, before Cal-Ampays this tax. ORA' s
estimates also differ fromCal-AmMs due to its differing
estimates of Ratebase.
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CHAPTER 10
M SCELLANEQUS

10.1 A Notice of Increased Rates was published in
Coronado area newspapers on April 14 and 15, 2004. Notices
were directly mailed to the conpany's customers on April 22,
2004.

Custoner Service and Protests

10. 2 ORA, through the Comm ssion Public Advisor’s
O fice, has received no protest to the proposed increase in
rates and addressing various related cost issues such as
menor andum accounts, service, conpensation, water quality,
and managenent of the water system

10. 3 The Consumer Services Division has received one
informal conplaints involving rates, billing, installation,
service, mscellaneous, and non-regul ated issues for the
peri od Novenber 2001 to May 2004.

10. 4 ORA contacted the Departnment of Health Services
whi ch advi sed that the overall operation and condition of
Cal-Amis facilities and water quality are satisfactory and
that there are no conpliance orders or other matters that
require correction.

Wat er Managenent Program

10.5 As a part of its application, Cal-Amsubmtted
a Water Managenent Plan as required by D. 90-08-055. It
descri bes the conservation, |andscaping, and education
measures in which Cal-Amis participating to make certain
that its supply will remain secure for the foreseeabl e
future. The program appears reasonable to ORA

MIBE Litigation

10.6 Cal - Am i nformed the Conm ssion that the conpany
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has filed a lawsuit in the Monterey County Superior Court on
Sept enber 30, 2003, and filed a First Anmended Conpl ai nt on
Novenber 14, 2003, nam ng as defendants 17 major oil and
chem cal conpani es that manufacture MIBE, refine gasoline
cont ai ni ng MIBE, and/or supply gasoline containing MBE to
retail gasoline stations in the vicinity of certain of the
Conpany' s drinking water production wells |ocated throughout
California, including in the Southern Division.

10.7 In its response to ORA's data request on this
i ssue, Cal-Amindicated that investigation is progressing
and as of yet has identified any sites of MIBE
contam nation, current, threatened or potential, in the
Coronado Service area.

10.8 ORA recomrends that any settl enent obtained as
a result of this litigation should be tracked in the current
cont am nati on nmenorandum account and shoul d be passed on to
benefit the ratepayers.
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CHAPTER 11
DESI GN OF RATES

11.1 This chapter sets forth the reconmendati ons of
ORA regarding design of rates. In D.86-05-064, the
Comm ssion issued its Water Rate Design Policy and addressed
the foll ow ng aspects of rate design

» Service charges as a percentage of fixed costs

* Nunber of commodity bl ocks

* Phasing out lifeline rates

» Seasonal rates, and

e Conservation in rates.

11.2 The policy requires that service charges be set
to recover up to 50% of fixed costs. The recovery of up to
50% of fixed cost should be done if possible wthout
burdeni ng any class of custonmers with an increase
significantly nore than the average overall increase.

11.3 Cal -Anis application in its proposed rate
schedul es follows the Comm ssion's policies and no change in
design i s needed.

Billing for Franchi se Fees

11.4 Cal - Am requests authority to separately show as
a surcharge on custoners' bills an anmount for the franchise
tax levied on custoners in the cities it serves.
Currently, the Cty of Inperial Beach, in which nost of the
Coronado District's custoners reside, collects a franchise
tax from Cal - Am equal to 2% of the revenue fromthe
custoners in the city. The anount is not separately stated
on custoners' bills, but is included in general rates.

11.5 Cal-Am anticipates that the City of San D ego
al so may establish a franchise tax. Wth Cal - Am subj ect ed
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to franchise taxes fromboth the Gty of Inperial Beach and
the Gty of San Diego, it requests that the expense be
elimnated fromgeneral rates and instead shown as a
separate item and accounted for and separately. This would
be acconplished by Cal-Amfiling revised tariffs to show a
special condition calling for a surcharge.

11.6 ORA bel i eves such additional adm nistrative
effort on the part of Cal-Amand the Comm ssion staff would
serve no useful purpose and would add clutter to custoners
bills. Specifically, the Comm ssion has consi dered such
matters and issued D. 89-05-063 that establishes the policy
for the treatnment of taxes and fees inposed by | ocal
governments on regulated utilities.

11.7 The Conmmi ssion's policy has two guidelines for
utilities subject to special assessnments. One of which is
that "if the special taxes or fees inposed by a locality
tend to total about the sane | evel as those inposed by
other localities in the service territory, the assessnent
shoul d be included in base rate."

11.8 As Cal-Am states, the City of Inperial Beach is
collecting 2% of the net revenues of Cal-Am s custoners in
the city as a franchise fee. Wen Gty of San D ego begins
to collect a franchise tax, Cal-Ambelieves it would likely
be simlar to that of Inperial Beach.

11.9 As such, Cal-Am should include both of these
franchise taxes in its basic rates in conformance with the
Comm ssion's policy. ORA recommends, therefore, that this
request be deni ed.

| ncrease After-Hour Reconnection Charge

11.10 Cal-Amrequests that it be authorized to
increase its after-hour reconnection charge from $15 to $50
in order to recover nore of its actual costs and be of
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sufficient magnitude to di scourage customers fromletting
their service be term nated for non-paynent.

11.11 The after-hour reconnection charge is specified
in Cal-Ams Tariff Rule 11.C 1 and has not been changed
since 1973. The after-hour reconnection charge applies to
custoners who request re-establish service after nornal
busi ness hours when their service has been term nated for
non- paynent .

11.12 The present charge of $15 fails to cover Cal -
Anl's estimated expense of approximately $70 for overtine
and ot her expenses required to carry out such
reconnecti ons.

11.13 ORA agrees that this increase to $50 appears to
be justified on the basis of actual expenses.
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CHAPTER 12
ATTRI TI ON

12.1 An al | owance i s needed when increases in
revenue and productivity are insufficient to offset
i ncreases in expenses (including the effect of cost of
capital), thereby causing a decline in the rate of return.
Since the Comm ssion expects water utilities to file for an
i ncrease no nore frequently than once every three years, an
al l owance to conpensate for a possible shortfall in revenue
in the years following the | ast test year nay be necessary.

12.2 The al | owance consists of two parts:
operational and financial. Operational attrition is the
result of changes in rate of return due to changes in
revenues, expenses, and ratebase at proposed rates between
the first and second Test Year. Financial attrition occurs
when there is a change in the utility’s cost of capital
bet ween Test Years. The total attrition is the sum of
operational and financial attrition.

12. 3 The difference in ORA's and Cal -Ani s estimates
for Attrition Year 2007 is due to their different estimates
of revenues, expenses, ratebase, and rate of return.
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Chapter 13

Rat e Assistance for Low- | ncone Custoners

13.1 I n Comm ssion Decision No. 02-12-067, Cal-Am
was ordered to work with the Conmi ssion to establish a
conpany-wi de | owincone program and to, for five years,
fund a portion of the programw th $50, 000 of sharehol der
f unds.

13.2 Cal - Am proposes to provide assistance to its
direct custoners as well as non-customer water users® Cal-
Amis |lowincone rate proposal, included in this application,
adopts the sanme inconme eligibility guidelines as the energy
CARE progrant. For eligible direct nmetered custoners, the
conpany proposes to waive the service charge portion of its
billing up to $10.00 per nonth (whichever is |ower).
Qualified direct flat rate custoners (primarily residing in
t he Sacranmento Division) would receive wai ver of one-half
the monthly charge or a reduction in billing of $10.00 per
nmont h; whi chever is greater.

13.3 Cal - Am proposes to provide assistance to | ow
i ncome non-custoner water users who receive service through
either an individual meter or a master neter but do not
receive or pay a bill for water service. It is presuned
that paynent for water service is included in rent paynents
to the landlord who is the conmpany’s custoner of record.
Cal - Am proposes to provide the non-custoner water user with
assistance in the formof a reduction in rent.

13. 4 To acconplish this, Cal-Am proposes to provide
t he non-custoner water user with a coupon equivalent to the
| ower of the nonthly service charge paid by a 5/ 8 inch

! Cal -Am defines water users as those in its service territory that are
the end users of the water, including | owincome households residing in
rental property served through a naster neter.

2 CARE income guideline is 175% of the federal poverty guideline.

- 28 -



net ered Cal - Am custonmer in the district, or $10.00 per nonth
whi chever is lower. 1In order to enroll in the program the
tenant will be required to submt to the conpany, a
certified witten agreenent signed by the landlord stating
that the tenant’s rent will be reduced by the anpbunt of the
wat er coupon. The landlord could then remt the water
coupon to Cal-Am for paynent of the charges associated with
the master neter.

13.5 In addition to the | owincome assistance
program Cal - Am proposes nmandatory conservation kits be
installed at Cal-An s expense. The conpany al so proposes a
rebate program allowing up to $100 dollars for replacenent
of each high water use fixture or appliance.

Staff Anal yses and Reconmendati on

13.6 ORA opposes Cal -Am s | owinconme program as
described in this application. The program proposed by Cal -
Amis overly conplex and would likely prove burdensone to
t he conmpany’ s ratepayers.

13.7 The programis overly conpl ex because it
requires the utility to take on the additional tasks of;
identifying all qualified non-custonmer water users,
verifying the validity of signed | andlord and tenant
agreenents, distributing and tracking the assistance coupons
to the non-customer, and ensuring whether the prom sed
decrease in rent (in exchange for the | owincone water
coupon) is actually passed on to the tenants.

13.8 The additional costs to inplenent and nanage a
| owi ncome programthat includes assistance of up to $10.00
per nonth per non-custonmer water user could dramatically
increase the total cost of the program Presently, the
nunber of potential qualified non-custonmer water users is
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unknown. It is possible that the qualified non-custoner
wat er users may outnunber Cal-Am s qualified custoners.

13.9 Since the programw || be supported byincreased
rates to the conpany’s ratepayers who exceed the incone
eligibility limts, it is inportant that the costs be
reasonabl e and not over-burden ratepayers.

13.10 Cal-Anmis application is deficient in that it
includes no estimate of the costs associated with its
proposal, to provide assistance to either its own custoners
or non-custonmer water users. Oher than econom c
denogr aphi cs obtained fromthe 2000 Census, Cal-Amfailed to
provi de sufficient information to support either the need
for program or the nunber of custoners and non-customner
wat er users who would |ikely benefit from such a program

13.11 In Cctober 31, 2003, ORA prepared a report on
the status of | owinconme prograns for water service
entitled, “Prograns for Low I ncone Water Custoners”.
Attached to this report is a copy of ORA's COctober 31%
report. In its report, ORA exam ned the |owincone
proposal s submtted by Class A water utilities. As part of
its report, ORA proposed a sinple standardi zed program t hat
could be easily inplenented and provi de an adequat e anount
of relief to |lowincone water custoners. |In response to
Cal - Anis program described in this application, ORA
recomend its alternative programto provi de assistance to
Cal - Ami s | owi ncome custoners.

13.12 In Cal-Amis nost recent GRC, A 03-07-036, ORA
proposed a program of assistance that would provide a 15%
di scount for qualified | owincome custoners directly served
by the conpany, as well as, water users served via a sub-
metered system Househol ds residing in nobile hone parks or
multi-famly conpl exes, receiving water via a sub-neter, are
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typically billed by their landlord (the utility's master-
nmet er custoner) according to the utility’ s approved tariff.
Extending a |l owincone programto these users is consistent
with the provisions of the CARE program al ready established
for energy service. In A 03-07-036, ORA and Cal - Am reached
a settlenent agreenment to inplement ORA s proposal.?

13.13 In this proceeding, ORA recommend that Cal-Am
adopt the sane percentage di scount program as agreed to in
A. 03-07-036.

13.14 ORA's proposal is consistent with the CARE
program and can be easily inplenented by the utility and
woul d be easily understood by consuners already famliar
with CARE. Wiile a 15% di scount provi des an adequate
reduction to the total amount billed, the anmount is not so
hi gh as to encourage excessive water consunption

13.15 The inclusion of househol ds residing in housing
such as apartnents, served via a master neter where their
i ndi vidual use is not sub-netered, presents many conpl ex
i ssues and unanswered questions including;

e The inability to determ ne an appropriate di scount
or anmpunt of assistance since tenants’ use i S not
met er ed,

e Is it fair to provide the sane assistance to al
tenants regardl ess of their actual use?

 Shoul d the assistance be delivered directly to the
tenant or to the nmaster neter custoner?

13.7 The additional conservation nmeasures and
appl i ance rebate program proposed by Cal - Am are not
necessary as part of the |lowinconme program There is no
evi dence to suggest that water consunption wll

3 Afinal decision in A 03-07-036 has not yet been rendered.

- 31 -



significantly increase in conjunction with providing
assistance to | owinconme custoners. The conpany has filed a
wat er managenent plan that includes proposals simlar to

t hose included as part of the | owinconme proposal.

13. 8 ORA recommend that the revenue shortfal
associated with the | owinconme programbe recorded in a
bal anci ng account. O her expenses associated with the
program shoul d be recorded in the conpany’ s appropriate
expense accounts.

13.9 According to D. 02-12-068, Cal-Amis required
to all ocate $50,000 per year for five years to the
i npl enentation of |owincome prograns in its service
territories in California.* Therefore, a portion of the
costs associated with this programw || be covered by these
al l ocated funds and are not recoverable fromratepayers.
After a period when recoverable costs of the program are
known, Cal - Am can request recovery through an adjustnment in
rates.

4 Decision (D) 02-12-068, to transfer control of California-Anerican
Wat er Conpany (under the parent conpany American Water Wrks Conpany) to
RWE Akti engesel |l schaft.
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